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1. BACKGROUND

BUSA is a confederation of business organisations including chambers of commerce and industry, professional associations, corporate associations and unisectoral organisations.  It represents South African business on macro-economic and high-level issues that affect it at the national and international levels.  BUSA’s function is to ensure that business plays a constructive role in the country’s economic growth, development and transformation and to create an environment in which businesses of all sizes and in all sectors can thrive, expand and be competitive. 

As the principal representative of business in South Africa, BUSA represents the views of its members in a number of national structures and bodies, both statutory and non-statutory.  BUSA also represents businesses' interests in the National Economic Development and Labour Council (NEDLAC).
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1. INTRODUCTION
1.1 Balances in the MTBPS

BUSA welcomes the opportunity to submit comments on the Medium Term Budget Policy Statements (MTBPS) as tabled in parliament by the Minister of Finance, Hon. Pravin Gordhan on 25 October 2011.  The MTBPS offered a realistic assessment of South Africa’s economic prospects and spoke rationally to the primary challenges underpinning them.  The MTBPS captured both the economic and social challenges facing SA, especially poverty and inequality.

As on similar occasions in recent years, there was again emphasis on the great need for a united effort and recognition that trade-offs will have to be made if South Africa is to be put on a productive and sustainable fiscal and economic growth trajectory.  Indeed, the word ‘balance’ occurs frequently in the MTBPS speech and resonates with perceptions in the business world.  
The MTBPS has broadly struck sensible balances around - 

· external and internal economic factors

· the present and the future

· threats and opportunities

· countercyclical and structural concerns for the SA economy around growth and employment in changed circumstances
· recognising the need to mobilise the private sector to a larger extent to promote economic performance

The MTPBS has been presented against a backdrop of an uncertain global economic outlook which has dimmed domestic economic prospects.  The MTBPS has rightly revised its growth forecasts downward for 2011 and subsequent calendar years.  The National Treasury growth projections are in line with forecasts by business.
BUSA also forecast GDP growth of 3.1% in 2011, with 3.5% in 2012, 4.1% in 2013 and 4.2% in 2014 on certain assumptions.  The economic recovery in SA this year has been sluggish and unbalanced so far.
What strikes business in particular at this juncture is that firstly the risk of the best forecasts by either the public or private sectors turning out to be wrong seems to be higher now given global uncertainty and secondly, fiscal options for SA will contract or expand depending on growth performance.  
In a nutshell, therefore it would seem that 

a. the margin for error in economic forecasting has increased;

b. the margin for error in policy has narrowed and a mistake in domestic policy could be costly.

Dealing with the economic outlook is therefore now an exercise in assessing the balance of risks.  It would be unwise to contemplate raising taxes at this point in the business cycle.

1.2 Fiscal Framework
The counter-cyclical stance that Treasury therefore adopted two years ahead of the global financial crisis has proved itself subsequently. It has allowed South Africa to maintain spending on public works programmes, infrastructure and support schemes for companies in distress and workers who became unemployed. BUSA therefore continues to broadly support this approach. 

Although the stabilisation of net debt at 40% of GDP has been pushed out by 12 months to 2014/2015 in light of the slower than assumed recovery, the envisaged trends in the recovery of revenue and moderation in the growth of public spending remain credible. However, it is imperative that this trajectory not be exceeded, for government’s debt servicing costs still remains projected as the fastest growing category of expenditure over the MTEF – faster than productive investments such as transport infrastructure, which is relegated to the second place in terms of expenditure growth.

Currently, the primary deficit is projected to be turned into a surplus only after the 2013/14 financial year. This means that government borrowing is currently at levels that tend to reduce, rather than promote, the supply of capital. 
Business supports sensible efforts to return to a primary surplus position sooner, rather than later. We welcome the specific attention once again paid by National Treasury to the necessity of eliminating the primary deficit (deficit after deducting interest payments) within a realistic timeframe (pp. 24 of the MTBPS). 

Business notes that the public sector wage bill has doubled over the last five years (from R156bn to R314bn in the 2011/2012 budget), up to 42% of government revenue from 31% four years ago. We believe that this matter was realistically addressed by the Minister when he said:

In brief, we are adding to our spending plans for higher wages and salaries, but we will see offsetting under-spending on investment and maintenance of infrastructure this year. This is a pattern that needs to be reversed in the period ahead.
BUSA believes significant debate should now centre on the moderation of salary increases in the public sector. Efforts are already afoot to ensure that positive steps in this regard are reciprocated in the moderation of executive pay in the private sector.
2. SUPPORT FOR JOB CREATION, LONG TERM DEVELOPMENT AND ECONOMIC GROWTH
Business supports the MTBPS’ emphasis on the need to confront the challenges of growth, job creation and competitiveness and to bring about real structural change. We concur that this will be critical in promoting productive investment in key sectors of the economy in the current climate, not only insofar it concerns growth and expansion, but also as it relates to protecting workers and enterprises from the costs of the negative global economic situation. 

It was also appropriate that the MTBPS made numerous references to the curbing of wastage, fruitless expenditure, inefficiency and corruption as we believe that this is a key component in improving our competitiveness. BUSA already plays a leadership role in this regard through our national anti-corruption campaign, which culminates in our annual Anti-Corruption Forum meeting. We therefore welcome the strengthening of the Government procurement framework and hope that the measures announced by Minister Gordhan will help to yield positive results.

We would like to make specific comments in terms of the following:
2.1
Promoting job retention and accelerating job creation
Business concurs with the exposition provided in the MTBPS of the obstacles we need to overcome to better leverage the boom in commodity prices that have been in evidence for some years now, for the purposes of job retention and job creation. Business also acknowledges the efforts throughout government to help facilitate accelerated job creation but welcomes the acknowledgement in the MTBPS of the key role that the private sector must play in job creation. 
Broadly speaking, we are currently particularly engaged in supporting efforts to address unemployment through:

· the New Growth Path discussions under the leadership of Economic Development Minister Ebrahim Patel, where accords on Skills Development and Basic Education has already been finalized, and where discussions toward the finalisation of accords on the Green Economy, Local Procurement and Enterprise Development are already at an advanced stage; 
· the National Economic Development and Labour Council (NEDLAC) where the rural development reforms initiated by Minister Nkwinti’s department is currently being discussed;

· the work of the National Planning Commission under Minister Trevor Manuel, where organized business has responded in through various of its formations to the diagnostic document assessment released earlier this year, and will continue to be involved once the long-term vision for public debate and consultation is released in November;
· the Department of Trade and Industry, in terms of the significant facilitation work required to work towards the designation of locally manufactured products to shore op job retention and creation in the domestic manufacturing sector, as well as the implementation of IPAP2;
· BUSA supports the proposal of a wage youth wage subsidy and is currently engaging with government and other social partners on the Discussion Paper submitted to NEDLAC by National Treasury. We would like to see its implementation expedited.  We encourage the implementation of the programme subject to proper consultation, and also urge its expansion, should it perform better and more cost-effectively than other employment promotion projects, such as the Expanded Public Works Programme (EPWP)

Clarification of progress in respect of the implementation of the R9bn jobs fund announced in the Budget speech earlier this year is welcome, as there has been an overwhelming interest from business in this regard. BUSA reiterates its contention that this incentive should prioritise employment creation in the private sector, as this will be more productive in promoting employment throughout the economy over the medium and long term.

.


2.2
Competitiveness support package
The aptly-named ‘competitiveness support fund’ is welcomed by business.  Any employment-promoting subsidies will however only be fully useful if we take proactive steps to address the deteriorating base-line competitiveness of the economy. As alluded to earlier in this submission, investments in the network industries with suitably balanced cost recovery from users as well as the general tax base will go some distance in addressing this over the medium term. In terms of more immediate relief – particularly for traditionally job-rich sectors such as manufacturing, mining, agro-processing and tourism – the proposal of a R25bn competitiveness support package is a positive development.   Enterprise development, especially for small and emerging business, needs to be at the heart of growth policy.
While business accepts that this package is largely consolidation of existing efforts, it welcomes a more focussed approach in light of the significant barriers to the global competitiveness of these job-rich sectors presented by the rapidly increasing cost base as a result of administered prices and regulatory issues which need to be dealt in the short- and long-term. (see also 2.3.2 below)  We look forward to engaging with government to flesh out the details of this support package and for building a solid base for its expansion over time to be considered.
2.3
Expansion of Infrastructure investment


BUSA supports changing the composition of government spending to help the economy to grow and create jobs by putting greater emphasis on productive investment, including public investment.

2.3.1 General comments
Business therefore appreciates the notable increase in public investment in infrastructure over the years (from R67.5bn in 2005 to more than R140bn today). We also concur with the stated intention to improve the focus on investment to increase the productive capacity of the economy to support growth, employment and, ultimately, our ability to repay debt and recover from our current economic position. In this regard, building on existing efforts to invest in the network industries (energy, water, transport and communications) is appropriate. We again support the intention to apply sustainable borrowing in a more determined manner to capital investment, rather than for the purposes of government consumption.

Minister Gordhan’s acknowledgement that “infrastructure spending by many national and provincial departments and municipalities has lagged behind budget allocations” is in line with business’ observations, as the intended levels of capital spend is often not mirrored in terms of contracts put out to tender. We therefore welcome efforts to strengthen the management of capital budgets and construction contracts. 
In this regard, business has already communicated its willingness to work with the Presidential Infrastructure Co-ordinating Commission to build a long-term pipeline of ready projects that will aid ‘sightlines’ for private investment in long-term expansion projects. We believe that the R802bn in funds prioritised over the Medium Term Expenditure Framework for this purpose will have much improved impact if utilised in such a co-ordinated fashion.
2.3.2
Administered Prices
BUSA agrees with Minister Gordhan that “it is important to find the right balance between cost recovery from users of services, and general tax-funding”. The need for this balance to be critically interrogated exists particularly where past underinvestment has resulted in a rapid escalation of costs to users, thus eroding the base competitiveness of the business environment. Rapid cost increases for electricity, water and port charges are particular examples that have impacted heavily on the ability of small businesses and concerns in the priority sectors of mining, agro-processing and manufacturing to retain jobs.
While business supports the need for better infrastructure, the ‘bunching up’ and cumulative effect of excessive rises in administered prices is currently having a negative impact on our economic performance.  It is a matter for concern and requires to be urgently addressed.  There needs to be a better-planned and coordinated approach to the issues of affordability in decisions around administered prices and their effect  on the cost of doing business  in SA.

2.4
Public Private Partnerships (PPPs)
There is a universal concern about the challenge of delivery in the public sector and this is relevant to the R802 billion allocated to infrastructure over the MTEF period.  The MTBPS itself refers to the extent to which infrastructure spend by all three levels of government – especially local government – lags behind budget allocations.

Business sees the use of public private partnerships (PPP’s) as a well-understood alternative to assist in leveraging private sector capacity to accelerate the roll-out of infrastructure and to ensure the effective utilisation of government’s budgeted infrastructure spend. There are, however, concerns that this mechanism is not being sufficiently used to produce outcomes in which the private sector can play a decisive role.
The official forecast over the medium-term for the use of PPPs is marginal. While the value of infrastructure delivered by public-private partnerships increased from 2006/7 to 2009/10 from 1.6% of total infrastructure spend in 2006/07 to a peak of 5.9% in 2009/10, the contribution is set to decline over the medium-term, according to Treasury forecasts, to a mere 2% in 2012/13. The cumulative public sector infrastructure spend between 2006/07 and 2012/13 will be in the region of R1.47 trillion yet of this cumulative total, only R51 billion was or will be budgeted for delivery by way of PPP. Over the period spending involving a PPP constituted an average of 3.3% of total infrastructure spend each year. 

According to data from the National Treasury and World Bank, South Africa concluded 26 transactions from 1990 to 2010, an average of less than two transactions a year, accounting for a cumulative government spend of $6.64 billion. There was no consistent growth on spending on or transactions concluded in PPPs over the period, and deal flow has tended to be weak and sporadic. In a number of years no transactions at all were concluded.

The same pattern of under-use emerges when South Africa’s is compared to a selection of other developing countries. The report notes that in aggregate South Africa is “performing” significantly worse in the use of PPPs than Brazil, India, Chile and Thailand, both absolutely and as a relative measurement of PPP value against GDP. South Africa spent on average 0.6% of annual GDP on PPPs between 1994 and 2010, while India spent on average 1.1%, Brazil 0.8%, India 1.1% and Thailand 1.1% over the same period. These countries have made significantly greater use of PPPs than South Africa, especially India and Brazil. Whereas South Africa concluded 26 PPP transactions from 1990 to 2010, Thailand concluded 94 transactions, 105 transactions were concluded in Chile, 491 in India and 447 in Brazil (despite the fact that Chile and Thailand are similar sized economies to South Africa). 

There is real interest from the private sector in more PPPs and a strong official commitment in this regard would therefore be welcome. We believe that strengthening the flow and predictability would further improve this interest in assisting with, for instance, the expeditious roll-out of quality infrastructure. It would also open the door for engagement on the high transaction costs that the current ambivalence with respect to PPP’s (which may for instance result in the suspension of bids or protracted delays in financial closure) has to effect. 
We acknowledge significant facilitation work is required with the implementation PPP’s, which places pressure on the technical capacity of national line departments, provincial governments and municipal governments. Business would welcome opportunities to assist in this regard, especially through the National Treasury PPP Unit.
2.5
The Green Economy

Earlier this year, with the tabling of the 2011/2012 Budget, it was announced that R800m has been set aside over the next three years for “green economy” initiatives and that specific allocations will be made in the Adjustments Budget. We view this tangible recognition that the move towards a more environmentally friendly economy will require government support. Many initiatives are already afoot and technologies are being developed in private industry to move towards greener ways of production. 

The alignment of the trade, investment and energy policies to enable the growth of the green economy again came in for significant mention in the MTBPS, both for its long-term job-creation promise as well as for purposes of international alignment that will be strived for at COP17 next month. BUSA would urge that efforts in this regard be consciously balanced with the need to strengthen the recovery of our economy, rather than placing it under further pressure. 
We caution again that expectations in terms of any job creation potential that towards a green economy may realise should be benchmarked against a firm understanding of what this may entail and that allocations should be made accordingly. BUSA has already done significant work to support this process and a ‘green economy accord’ is likely to emerge from the NGP process soon.
3. SUMMARY AND CONCLUSION
The MTBPS takes place at a time when the current global spotlight is on public finances and national budgets worldwide.  Against this background the latest MTPBS in SA comes across as credible and coherent as SA seeks to maintain its excellent track record for sound fiscal management in changing circumstances.  Whether SA wants to soak up unemployment, alleviate poverty or be more competitive virtually all roads clearly now lead through a better growth performance, as the GDP numbers affect a number of other key economic ratios.
Growth is not ‘a cure for all diseases, an end to all distress’.  But if supported by appropriate micro-policies and employment measures, it makes other aims easier to attain, and can soften conflict among them.  The MTBPS recognises the primacy of real growth in the hierarchy of policy objectives.

As the recent debt-ceiling fiasco in the US, the continued haggling in the Eurozone over the Greek debt crisis – and even the long-standing structural problems in the Japanese economy show – the most important lesson is the peril of procrastination.  Unless a country uses its opportunities to change its course through structural change, the options of policymakers to solve them narrow.

What remains important now for SA is therefore to implement effectively what has been agreed and funded, and to deliver on our promises by building on our economic strengths and addressing our weaknesses.  Funds allocated to capex by the public sector must be effectively spent.  The more things go wrong abroad, the more SA must look to the efficacy of its domestic policies and its international competitiveness.

As we seek to make our economy bigger, stronger and better out of present economic circumstances in the years ahead, we need in summary therefore to –

3.1 sustain the present economic recovery

3.2 increase the actual and potential real economic growth rate

3.3 finalise and implement policies that will promote higher, job-rich economic growth, especially among the youth

3.4 make the above a collaborative effort by key stakeholders, through social dialogue and other measures

That is the overall message that business draws from the 2011 MTBPS as we move forward to the main Budget in February 2012.
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